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STATE OF MARYLAND
EXAMINATION 
NOV. 16-17- 18, 1925
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JAMES K. EAGAN, C. P . A., SEC’Y.-TREAS.
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THEORY OF ACCOUNTS
NOVEMBER 16th, 1925 
A. M.
State Board of Examiners of Public Accountants
THEORY OF ACCOUNTS
Time Allowed from 9 A. M. to 12 Noon. Answer All Questions Fully
Do not repeat questions on examination papers, but write 
answers fully, designating the questions by number. The in­
telligence indicated by answers and the neatness and general 
appearance of papers will be considered in marking applicants, 
as well as the technical accuracy of such answers.
1. (a) Upon what basis are plant assets usually grouped?
(b) State the advantages of keeping a life history of units of 
machinery in the subsidiary records.
(c) Show the entries necessary to book the disposal of an asset 
subject to depreciation.
2. State fully the methods of accounting for a bond issue. How should 
unissued bonds be treated on the balance sheet? How would you treat the 
securities pledged as collateral for a bond or note issue?
3. How would you treat stock discount and premium on the books? 
On the balance sheet?
4. What should the surplus account represent? Give form for state­
ment of surplus.
5. How are dividends declared? May they be revoked? How are the 
declaration and payment of dividends booked? What is the problem in­
volved in stock dividends in estate accounting?
6. Define a sinking fund and trace its origin. How should the sinking 
fund assets be shown on the balance sheet? Explain fully the entries needed 
to book the sinking fund transactions:
(a) The origin of the fund.
(b) The trustee’s periodic report.
(c) The redemption of bonds and final disposition of the fund.
7. Indicate the method of keeping both the branch books and the 
branch activities on the head office books where goods are billed by the head 
office to the branch:
(a) At cost price.
(b) At some other price than cost. Discuss fully the periodic sum­
mary of results and the adjustments necessary at such a time 
between the branch and head office books.
8. Explain the insurance contract. How is the amount of the liability 
of the insurance company determined? What is the effect of the co- 
insurance clause? Illustrate the three cases.
9. Differentiate between the consolidated balance sheet and the holding 
company’s balance sheet. How are inter-company accounts handled on the 
consolidated balance sheet? Explain the manner of showing surplus (or 
deficit) on the consolidated balance sheet.
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AUDITING
Time Allowed from 1 P. M. to 5 P. M. Answer All Questions Fully
Do not repeat questions on examination papers, but write 
answers fully, designating the questions by number. The in­
telligence indicated by answers and the neatness and general 
appearance of papers will be considered in marking applicants, 
us well as the technical accuracy of such answers.
1. If you were called upon to make an audit for the year ended June 
30, 1925, of the books and records of a large University, state in a general 
way what you would be expected to accomplish. (10 points)
2. You are called upon to make an audit of a corporation engaged in 
the manufacture of clothing, and ascertain that cloth of a value of $100,000 
purchased prior to the close of the period under audit is for use in the 
manufacture of next season’s goods. The client states that this cloth is not 
included in the inventory taken at the close of the audit period and requests 
that it shall not be reflected in the assets or liabilities to be shown in your 
balance sheet. Assuming that the client is willing to have you note the 
facts in a foot note on your balance sheet, what would be the governing 
factor in your decision that such treatment would be permissible. (10 points)
3. Name six different interests (individuals or business organizations) 
that might desire a professional auditor to make an audit of a large manu­
facturing company paying royalties on a patented article, and state in what 
phases of the audit each would be particularly interested. (10 points)
4. Explain why an auditor in making a balance sheet audit should 
examine income and expense accounts to help him establish the value of 
certain assets and the amount of certain liabilities. Name at least two 
classes of assets and at least two classes of liabilities you have in mind.
(10 points)
5. Explain the difference between the “ checking” and the “analysis” 
method of auditing. Also explain why it is not desirable for an auditor 
to use either of these two methods exclusively. (10 points)
6. Assuming that purchase, sales, and expense bills are recorded in 
special journals, what entries in the general journal should be most carefully 
checked by the auditor, and why. (10 points)
7. Given the following inventory of a retail shop for children’s clothing, 
toys, etc. (correct as to quantities and value), state the amount which should 
be shown as merchandise inventory on a balance sheet, adopting the rule of 
valuing inventory at cost or market which ever is lower.
Value Per Unit Total Value
Items Cost Market Cost Market
150 knit towels .................................. $0.38 $0.35 $57.00 $52.50
16 crepe de chine carriage sets..... 10.00 12.50 160.00 200.00
125 lingerie and pongee hats........... 2.00 1.75 250.00 218.75
85 rubber bibs with sleeves........... .50 .50 42.50 42.50
240 creepers ...................................... 2.05 1.98 492.00 475.20
200 spring coats ................................ 9.50 10.00 1,900.00 2,000.00
50 spring coats ................................ 17.50 18.50 875.00 925.00
8 play yards .................................... 6.00 5.75 48.00 46.00
8 desks used in office.................... 55.00 60.00 440.00 480.00
140 shirts ........................................... .75 .79 105.00 110.60
200 boys’ wash suits.......................... 6.20 5.98 1,240.00 1,196.00
125 bloomers ...................................... 1.85 1.80 231.25 225.00
5 cribs ............................................. 21.00 19.98 105.00 99.90
12 electric trains ............................ 1.50 1.50 18.00 18.00
Total ...................................... $5,963.75 $6,089.45 
(10 points)
8. A company erected a building on property leased for a long term. 
The work was completed on July 1, 1912, at a cost of $20,000. Depreciation 
was computed yearly at the rate of 2 per cent. (which rate it may be 
assumed is generally used by engineers for that class of building). On 
July 1, 1924, it was sold for its appraised sound value. The cost in con­
structing an identical building at that date was $25,000.
(a) At what price was it sold? Explain how you arrived at your 
answer.
(b) What was the amount of profit or loss on the transaction?
(10 points)
9. The John Doe Manufacturing Company purchased on March 1, 1923, 
as a site for a factory, a certain parcel of land on which some old tenement 
buildings were standing, at a total cost of $25,000. On the seller’s books 
the land was carried at $10,000 and the buildings at $8,000.
It cost the Manufacturing Company $1,500 to remove the dwelling houses 
to make room for the factory. $200 was secured from the sale of the old 
building material.
It took two months to build the factory. Operations were begun on 
May 1st.
The construction work was done under contract for $40,000, one-half 
of which was paid to the contractor at the end of the first month and the 
balance at the end of the second month. The Manufacturing Company was 
obliged to borrow $10,000 of the second payment to the contractor at 6 
per cent.
The real estate, after the factory had been completed, was assessed at 
$48,000, composed as follows:
Land ................................................................  $16,000.00
Building .........................................................  32,000.00
Total .........................................................  $48,000.00
On this the Manufacturing Company paid taxes from March 1, 1923, at the 
annual rate of $2.50 per $100.00.
Insurance for $10,000 on the construction work was taken out on March 
15, 1923. This was increased on April 15th to $28,000. The insurance 
premium paid was at the rate of $2.50 for every $100 of insurance for a 
period of three years.
Legal fees covering search of title to the property, drawing of contracts, 
and so forth, amounted to $500.00.
At what amount would the John Doe Manufacturing Company be 
justified in carrying the value of the land and factory on its books? Show 
how you arrived at the amount. (10 points)
10. It is customary in auditing practice to inspect the original charter 
of a corporation in its possession at the time of your audit, in order to 
determine, among other things, the authorized capital and the special 
privileges or restrictions applying to the several classes of capital stock. 
Is such a document conclusive proof of the correctness of these points at the 
date in which you are interested? If not, what additional steps should an 
auditor take to verify the points mentioned? (10 points)
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COMMERCIAL LAW
Time Allowed from 9 A. M. to 12 Noon. Answer All Questions Fully
Do not repeat questions on examination papers, but write 
answers fully, designating the questions by number. The in­
telligence indicated by answers and the neatness and general 
appearance of papers will be considered in marking applicants, 
as well as the technical accuracy of such answers.
1. (a) What are the rights and remedies of the creditors of a cor­
poration?
(b) What right have stockholders to transfer their shares?
(c) How is the business of a corporation transacted?
(d) What rights have stockholders to vote at corporate meetings?
2. (a) What effect has a breach of warranty or a false representation
upon a contract?
(b) Define duress, and state its effect.
(c) In what ways may a contract be discharged?
(d) What is meant by failure of consideration?
3. (a) How may an agency be created?
(b) Does the right to revoke ever exist irrespective of the express 
terms of the employment? Explain.
(c) Is a partnership a legal entity? Explain fully.
(d) What do you understand by the partnership capital and the 
partnership property?
4. (a) What is meant by negotiability?
(b) When does a negotiable instrument become operative? Explain 
fully.
(c) What is meant by acceptance, and what is its effect?
(d) What steps are necessary to charge the drawer and indorsers?
5. (a) Define a representation in the law of insurance.
(b) Is a policy of fire insurance assignable? If so, state the effect of 
such an assignment.
(c) What amounts to an insurable interest?
(d) What is fidelity and guaranty insurance?
(e) What are the principal differences between sureties and 
indorsers?
(f) What is the right of contribution between co-sureties?
(g) Who may exercise the right of stoppage in transitu?
( h ) Under an executory contract of sale, what right has the buyer 
in case of breach of warranty?
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ECONOMICS
Time Allowed from 1.00 P. M. to 5.00 P. M. Answer All Questions Fully
Do not repeat questions on examination papers, but write 
answers fully, designating the questions by number. The in­
telligence indicated by answers and the neatness and general 
appearance of papers will be considered in marking applicants, 
as well as the technical accuracy of such answers.
1. Define the following terms: goods, free goods, economic goods, utility, 
marginal utility, exchange value, price, demand, supply, elastic demand, 
inelastic demand.
2. Explain how market price is determined under conditions of com­
petition. What is the relationship between market price and expenses of 
production? What is the distinction between fixed and variable expenses? 
How does this distinction affect prices charged?
3. What is monopoly? What are the causes of it? Is it ever economic­
ally justifiable? What determines monopoly price? What are the limita­
tions upon monopoly control of price? Describe briefly the more important 
federal legislation dealing with combinations.
4. What are the functions of money in our present economic system? How 
does bank credit serve as a substitute for money? Explain carefully the 
connection between changes in the quantity of money and bank credit and 
the general level of prices.
5. Explain the theory that each factor in production—land, labor and 
capital—tends to receive a share of the product corresponding to its marginal 
productivity.
6. What is meant by the term, “business cycles?” In what ways should 
the business man take the business cycle into consideration in planning his 
policies? How should banks be guided in their policies by a study of the 
business cycle?
7. How do you account for the great difference in the remuneration 
received by the day laborer and a railroad president? If our present com­
petitive system is maintained, how might greater equality be brought about 
in the remuneration to various types of labor?
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Time Allowed from 9.00 A. M. to 1.00 P. M. Answer All Questions Fully
Bo not repeat questions on examination papers, but write 
answers fully, designating the questions by number. The in­
telligence indicated by answers and the neatness and general 
appearance of papers will be considered in marking applicants, 
as well as the technical accuracy of such answers.
PROBLEM 1.
William Wilson, George Murray and Martin Deichman, trading as Wilson, 
Murray and Company, foundry men, unable to meet their obligations, appoint 
a trustee to realize and liquidate for the benefit of their creditors. The 
books showed the following assets and liabilities:
A s s e t s  L i a b i l i t i e s  
Land and Buildings...........$125,000.00 Mortgage on F o u n d r y
Machinery and Tools......... 75,000.00
Furniture and Fixtures.... 10,000.00
Materials and Supplies.....  95,000.00
Notes Receivable ..............  15,000.00
Accounts Receivable ......... 115,000.00
Cash .....................................  450.00
Premises ........................ $100,000.00
Notes Payable ....................  135,000.00
Accounts Payable..............  105,000.00
Interest Accrued on Mort­
gage .................................. 1,250.00
Taxes accrued (estimated) 835.00 
Capital ................................ 93,365.00
$435,450.00
The trustee’s cash receipts and 
as follows:
R e c e i p t s  
Notes Receivable ( O u t ­
standing Jan. 1, 1923)..$ 15,000.00 
Accounts Receivable (Out­
standing Jan 1, 1923).... 106,500.00
Cash Sales ..........................  5,435.00
Notes Receivable ( C o n ­
tracted during 1923)..... 13,500.00
Accounts Receivable (Con­
tracted during 1923)..... 212,000.00
$435,450.00
payments during the year 1923 were
P a y m e n t s
Notes Payable .................... $ 25,000.00
Accounts Payable ............. 35,000.00
Interest on Mortgage one
year at 5%......................  5,000.00
Taxes for year 1922........... 865.00
Purchase of Material and
Supplies ..........................  98,000.00
Labor .................................. 135,000.00
General Expenses ............. 45,000.00
Interest on Bills Payable
to Sept. 30, '23, at 5%.... 2,800.00
Total Receipts.............$352,435.00 Total Payments...............$346,665.00
Other transactions were as follows:
Sales on Credit..................................................................................... $335,000.00
Bad Debts written off accounts prior to Jan. 1, 1923....$8,000.00 
Bad Debts written off accounts subsequent to Jan.
1, 1923 ............................................................................  2,000.00
Discounts and allowances to Customers’ Accounts
prior to January 1st, 1923........................................... $ 500.00
Discounts and allowances to Customers’ Accounts
subsequent to January 1st, 1923.....................................  300.00
1 0 ,000 .00
800.00
Notes Received from Customers....................................................... 20,000.00
Notes given to Creditors ($110,000.00 being renewals)..............  180,000.00
Inventory of Materials, December 31st, 1923....................... ........  92,000.00
At the end of the year the business was returned to the owners. Prepare 
realization and liquidation account; and balance sheet. (25 points)
PROBLEM 2.
On January 1, 1920, the Fairview Real Estate Association was incor­
porated, the capital subscribed and paid in being $30,000, divided into 30 
shares. The association purchased improved property for speculative pur­
poses, paying cash $30,000.00 and giving a first mortgage for $60,000.00 at 6%.
The association organized and incorporated on the same day the Fair­
view Club with 30 proprietary members (being the stockholders of the real 
estate association) and 30 associate members who have no proprietary in­
terest, but enjoy all privileges without incurring any of the liabilities. The 
annual dues are $100.00 a year, paid by all in advance.
The association leases to the club the property aforesaid, the considera­
tion in lieu or rent, being the payment by the club of all sums for taxes, 
betterments, interest, fixtures, furniture, etc.
The proprietary members are assessed $300.00 each, and by a subsequent 
resolution of the association are to receive credit therefor, with interest at 
6%. Five members fail to pay the assessment.
The association having executed a contract for the sale of the property 
for $110,000.00 the club disbands at the end of the year.
The club expenditures for the year were as follows: Taxes, $1,800.00; 
Interest on Mortgage, $3,600.00; Repairs, $1,000.00; Improvements, $3,000.00; 
Furniture and Fixtures, $2,000.00; General Expenses, $500.00; Help (sundry 
employees), $1,600.00.
There were house charges against the members $500.00, which were 
subsequently collected; and there were payable book debts of $4,000.00 A 
second assessment of $100.00 called for to pay off the club debts, was paid 
by the proprietary members of the association.
Frame journal entries, raise and close accounts on the association and 
club books, and prepare balance sheet and revenue account for each.
(25 points)
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Time Allowed from 2.00 P. M. to 6.00 P. M. Answer All Questions Fully
Do not repeat questions on examination papers, but write 
answers fully, designating the questions by number. The in­
telligence indicated by answers and the neatness and general 
appearance of papers will be considered in marking applicants, 
as well as the technical accuracy of such answers.
PROBLEM 3.
Prepare a consolidated balance-sheet on the basis of the following facts:
A
Liabilities .......................... $ 50,000.00





Capital Stock ....................  25,000.00
$ 65,000.00
C
Liabilities .......................... $ 10,000.00





Thomas J. Irving, of Martinsburg, West Virginia died the latter part of 
January, 1921. At the time of his death he was owner of, or controlled the 
entire Capital Stock of the Irving Coal Company. His widow, his sole 
legatee, was named as his Executrix. One of the stipulations of the will 
was that the Irving Coal Company must be sold. Several bids were asked for 
and that of Clarence F. Knighton was accepted and approved by the Court. 
Due to the bad condition in which the books of the Company were at the 
death of Irving it was deemed necessary for the protection of vendor and 
vendee to employ an accountant to get the company’s affairs in shape, accord­
ingly the following agreement was entered into, viz:
Clarence F. Knighton offers to purchase from Mrs. Mary J. Irving, 
executrix of the Estate of Thomas J. Irving, late of Martinsburg, State of 
West Virginia, deceased, all of the outstanding capital stock of the Irving 
Coal Company, a corporation of the State of West Virginia, at and for the 
sum of $224,443.34 upon the following conditions, agreements and under­
standings :
(a) That Mrs. Irving insofar as she may as executrix, and absolutely in 
her individual capacity, will guarantee, that the capital expenditures 
from all sources for the purposes of the Irving Coal Company will 
total the sum of $365,748.05.
Assets ..................................$100,000.00
Stock of B (par)..............  15,000.00
Stock of C (par)..............  15,000.00
$130,000.00
Assets ..................................$ 50,000.00




Stock of B (par)..............  5,000.00
$ 55,000.00
(b) That the total liabilities of the said Company will not exceed the 
sum of $291,304.71. Both of the totals referred to in paragraphs 
“a” and “b” shall be figured as of April 1st, 1921.
(c) That the capital expenditures and liabilities of the Company will be 
determined by an audit and the findings of the auditor shall be 
binding upon both sides.
(d) If the audit so made shall disclose that the capital expenditures 
shall exceed the sum of $365,748.05 then such excess shall be added 
to the purchase price of $224,443.34; if it shall disclose that the 
capital expenditures were less than the said sum of $365,748.05 then 
such deficiency shall be deducted from the purchase price of $224,­
443.34; if it shall disclose that the liabilities exceed the sum of 
$291,304.71 such excess shall be deducted from the said sum of $224,­
443.34; but any shortage in liabilities from said sum of $291,304.71 
shall not be added to the purchase price.
(e) In addition to the foregoing purchase price, Mrs. Irving as executrix, 
shall be paid the sum equal to the amount of cash on hand by the 
Irving Coal Company on April 1st, 1921.
(f) Title to the property of the said Company shall be good and mer­
chantable in the opinion of Knighton’s counsel, subject to the 
following:
1. The large steam shovel is subject to the legal operation and effect 
of a contract of sale between the Bucyrus Company and the Irving Coal 
Company, dated July 18th, 1920.
2. Sixteen 36-inch gauge 5-yard Western side dump cars are subject 
to the legal operation and effect of a contract between the Western Con­
tracting Company and the Irving Coal Company, dated June 21st, 1920.
3. Two locomotives are subject to the legal operation and effect of a 
contract between the Malleable Iron Works and Irving Coal Company, dated 
June 10th, 1920.
It is understood that the items mentioned in 1, 2 and 3 above were pur­
chased under conditional contracts of sale and that there is a balance due 
on each, but that complete title can be obtained when the balance is paid.
4. The right of way agreement with the Black Coal Company provides 
for an annual rent of $300.00, and the said right of way agreement is to 
provide, in the opinion of counsel for Knighton, full and ample right to use 
the property therein described for the purpose of right of way for side tracks 
and cable lines, to erect, operate and maintain tipples, for the grading and 
loading of coal, and generally to do any and all things now done on said 
property by the Irving Coal Company.
5. The land controlled by the Company is not held in fee simple, but 
it is distinctly understood that full and complete right to mine, excavate 
or otherwise remove all of the coal known as the Seven Foot Vein, said to be 
90 acres or a reasonable amount more or less, on the premises described in a 
deed from the West Virginia Coal Company, et al. to Irving Coal Company,
dated the 19th day of January, 1920, and recorded on deed book..........................
a t .................... ....... folio.......................... of the Land Records of..............................
West Virginia, and also the full and unrestricted right to strip the surface 
from said coal and to fully use the surface thereof for any and all purposes 
necessary or advantageous in mining, excavating, stripping or otherwise 
removing said coal, is possessed by the Company. It is understood that the 
houses on said property mentioned in the said deed from West Virginia 
Coal Company et al. have been acquired by the Irving Coal Company. It is 
further understood that the surface rights mentioned above embrace 120 
acres or a reasonable amount more or less.
6. It is further understood that the Company also owns a right of way 
or easement known as the Washington right of way which entitled the 
Company to bring in and take out machinery from the Company’s property 
over property described in an agreement from the Washington Coal Company
to the Irving Coal Company dated....................................day of..............................
1920, and recorded on the Land Records of....................................West Virginia,
in Liber No.......................  Folio.......................
Possession of the property and the right to operate shall be delivered 
to Knighton as of April 1st, 1921.
You have been appointed auditor under the foregoing agreement. After 
checking up the books and vouchers you find the following items to be 
correct:
Cash ................................................................................$ 1,519.05
Trolley Siding ..............................................................  346.36
Real Estate ....................................................................  152,400.00
Houses ............................................................................  6,044.28
Organization Expenses ...............................................  228.50
Mine Depletion from beginning of operation to
March 31st, 1921.....................................................  11,167.96
Surplus ...................... ...................................................  2,071.32
Capital Stock 4,000 shares at $100.00 per share..... 400,000.00
C. & O. Rail Road Company (Claim for repairs
to Erie Shovel damaged in transportation)—. 30.61 
William Ashton (Mine Account) advance for
Expenses ................................................................  178.67 
Accounts Payable ......................................................... 113,753.89
Bills Payable ................................................................  230,134.04
C. and O. Siding.................................................. ......  13,023.47
Hauling System ........................................................... 3,604.67
Power Line ................ ...................................................  3,090.07
Plant Equipment :
Bucyrus Shovel “ 35” ..........................  $20,516.46
Bucyrus Shovel “225” .............. .......  96,737.94
Dump Cars (16-5 yard)....................  7,094.08
Locomotives (2) ................................ 9,527.33
All Other Equipment..........................  7,536.36
----------------$141,412.17
Installation, General ....................... ...........................  17,884.45
Small Tools ..................................................................  104.48
Tipple ....................... ......................................................  14,428.51
Water Plant ......................................... ........................  2,831.92
The engineers’ estimate of the coal in the ground was one million tons. 
It was agreed to capitalize this tonnage at the usual royalty rate of forty 
cents per ton.
Make up a Balance Sheet; show net price to be paid by Knighton; and 
how arrived at. (30 points)
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Time Allowed from 9 A. M. to 12 Noon. Answer All Questions Fully
Do not repeat questions on examination papers, but write 
answers fully, designating the questions by number. The in­
telligence indicated by answers and the neatness and general 
appearance of papers will be considered in marking applicants, 
as well as the technical accuracy of such answers.
1. (a) Upon what basis are plant assets usually grouped?
(b) State the advantages of keeping a life history of units of 
machinery in the subsidiary records.
(c) Show the entries necessary to book the disposal of an asset 
subject to depreciation.
2. State fully the methods of accounting for a bond issue. How should 
unissued bonds be treated on the balance sheet? How would you treat the 
securities pledged as collateral for a bond or note issue?
3. How would you treat stock discount and premium on the books? 
On the balance sheet?
4. What should the surplus account represent? Give form for state­
ment of surplus.
5. How are dividends declared? May they be revoked? How are the 
declaration and payment of dividends booked? What is the problem in­
volved in stock dividends in estate accounting?
6. Define a sinking fund and trace its origin. How should the sinking 
fund assets be shown on the balance sheet? Explain fully the entries needed 
to book the sinking fund transactions:
(a) The origin of the fund.
(b) The trustee’s periodic report.
(c) The redemption of bonds and final disposition of the fund.
7. Indicate the method of keeping both the branch books and the 
branch activities on the head office books where goods are billed by the head 
office to the branch:
(a) At cost price.
(b) At some other price than cost. Discuss fully the periodic sum­
mary of results and the adjustments necessary at such a time 
between the branch and head office books.
8. Explain the insurance contract. How is the amount of the liability 
of the insurance company determined? What is the effect of the co- 
insurance clause? Illustrate the three cases.
9. Differentiate between the consolidated balance sheet and the holding 
company’s balance sheet. How are inter-company accounts handled on the 
consolidated balance sheet? Explain the manner of showing surplus (or 
deficit) on the consolidated balance sheet.
